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ABSTRACT 

Designed for first-time tjorrowers, this pamphlet 
descra.?»s the basics of credit as a part of personal financial 
planning. Following a self-qui2. (with answers) that tests the 
reader's knowledge of credit, the pamphlet provides guidelines for 
responsible credit use and outlines steps to take if debt problems 
occur. Topics covered include the following s credit for the 
first-time borrower, how much credit can one afford, shopping for a 
loan, shopping for a credit card, credit bureaus and credit reports, 
monitoring credit card use, warning signs of debt problems, and do's 
and don'ts of handling a financial crisis. (KC) 
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CREDrr-ABIUTY SCORECARD 

Test ycHir credit I.Q. FOT^chquestkm^dide the letter 
that best descrU>es your credit hdlnts. 

1. IfMy my bilk when H^aie due. 

(A)Ahvays (B) Almort Always (C) SometiiMs 

Z After paying my regular bills each month, I have 
money Mi from my iKome. 
(A) Yes (B) Sometimes (C) Never 

I know how much I owe m my credit cards each 
month l^ffrn I receive my bilift. 
(A) Yes (B)SOT^times (ONo 

4. When I gel behind tn my payments, I ignore the past 
doe ntrtkes. 

(A)Nevtt'cwNot ApplicaWe (B) Sometimes 
(C) Always 

5. When I need mme mon^ f(^ my r^lar living 
expenses^ I take out a loan or use my line of credit on 
my credit cud or dicing account 

(A) Never (B)Srai^ime5 iOOhsn 

If I want to see a copy or my credit report 1 would 
contact . . . 

(A) A credit reporting agemry (B) My lenders 
(C) My lawyer 

7« My credit record ^ows that I am current rn all my 
loans and charge accounts. 

(A) Yes (B)Do«tknoH* (ONo 

S. I pay more than the minimum balance due on my 
credit card accounts. 
(A) Always (B) Sometimes (C) Never 

9. To pay off my ciuient credit and charge card 
accounts^ it would lake me . 

(A) 4 mcmths or less (B) 5 to8 iMnths 
(C) Over 8 months 

10. My coi»ttmer loaitf (including auto loans^ but not 
mortga^ payment) and credit card bills e^ month 
average more than 20% of my take home pay. 

(A) No vt)} Sra^times (C) Always 

11. If I had serious credit problem^ I would 
contact my credihm to explain the problesL 

(A) Yes {B)Prt*ably (ONo 

12. If I default <don1 repay) on a loan, that fact can stay 
on my credit report for . . . 
(A)7years (B)3yMrs (C)lyear 



A»ig?i a KWt of 3 for ew* * A" «iswer, Z for etdi 
answer;^! for eadi XT re^xmse. Tota! the score. 

If youscmd: 

31 '36 Ycnj have an exoriten! knowfedge of credit and tts 
respon^^use 

24-30 YoushwiU take steps towaid a better uiulersldnd - 
ingc^yaur pmcmal hnances ami tlnr credit 
process. 

18-23 You r^tAaWy i«cd tr ♦ake a sencnis Inok at your 
personal finances; ctrfiader controlling your 
spemlii^ and keeping on a tight tntd^. 

12-17 Ycm may be headii^ for seTKnis trouble; constder 
Sevang Mp. sik* as ncmprc^l ccmsuxner 
credit cminseUi^ services. 
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Every year financial institutions lend billions tif 
dollars to consumers in the United States. Most people 
who borrow money have established credit histories. 
However, many other people - especially young people 
- are borrowing for the first time and have to learn how 
to use credit. 

H handled responsibly, credit can be a useful tool 
to help achieve financial goals and enhance the quality 
of a person's life. On the other hand, if credit is not used 
wi^ly or is abused, pn^lems will follow. This bro- 
chure highlights important information about hcnv to 
obtain, use, and benefit from credit. It is designed to 
help first-time borrowers understand the credit pro- 
ce^; to provide guidelir^ for responwbie credit use; 
and to outline steps to take if debt problems occur. 



Credit for the First-TimeBorrowcr 



Today, credit is abTK»t a necessity. Even if a person 
prefers to use cash, paying by check, renting a car, or 
guaranteeing a hotel reservation is difficult without a 
credit card. 

How do^ a perwn obtain credit? When a person 
applies for a loan or credit card, the financial institution 
makes a judgment based on what is often referred to as 
the "3 Cs": character (how a person has handled past 
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debt tAIigations), capwitj' (how much debt the person 
can comfortably handle), and collateral (the person s 
assets). 

A person without a credit history, who has never 
had credit, may have problms getting that first loan. 
But, there are options available: 

□ AsIc a close friend or relative to co-sign for a 
loan. In doing this, the co-^gner is guaranteeing that 
paymentswillbemadeontin^andinfuU. Ifthecredit 
user does not repay the loan, the co-signer will be 
I^ally responsible for doing so. 

□ Apply for a local rHaiJer's charge card. This 
can be the first step toward applying for a nwpr credit 
card, once a person has shown an excellent payment 
record. 

□ Open a checking and savings account at a 
local financial inshtution. If the customer handles the 
checking account responsibly and proves to be a val- 
ued account holder, the institution may grant the per- 
son a small loan or offer a credit card. 

□ People interested in purchasing a new car can 
apply for an auto loan. Automobile finance companies 
offer special programs tailored to first-lime borrowei^. 

□ Buy the appliances or home furnishings you 
need using the credit plan of a local retailer. 

□ Take advantage of credit cards that are often 
offered to college students or recent graduates. 

□ Investigate "affinity group" credit cards which 
are often made available to members of a particular 
union, professional or interest group. 

Once cred it is granted , first- time bomwers should 
remember that this first account is the beginning of his 
or her credit record, which will form the t^sis for future 
credit. 



How Much Credit Can -You Afford? 



Consumer finance experts all agree that before 
making decisions about adding more debt, always 
make sure enough mcHiey is allocated to essentials - 
including a regular savings account. Other good rules 
of thumb are: borrow only few things that will make a 
significant contribution to your family and lifestyle; 
and borrow only if you*re spending less each month 



than you take home, and the additional deN load will 
not cut into tl« anKHint youVe committed to savij\gs. 

The following steps will help "ou determine the 
amCHmt <rf credit you can afford: 

□ Start with your monthly take^home pa y-- the 
amount you have left after taxes and other deductions. 

J From take-home pay, subtract the amcnint 
needwl for necessities and fixed expenses. These in- 
dude mortgage or rent payment, utilities, food, trans- 
portation, child can?, etc. Don't foi^et other regular 
payments such as insurance and taxes that are paid on 
a quarterly, semi-annual, or annual basis. 

□ &jbtract average monthly bills for existing 
loans or credit cards. 

□ ^ibtract other high priority expenses, such as 
savings, xnedical care, clothing, and recreation. 

□ The balance is the amount you can safely 
apply to debt repayment Avoid thinking you can 
spend all of this amount, since CTiergencies do occur, 
and you may not wish to use your regular savings 
account to cover small, unexpected expenses. 



Shopping for»Tx>an 



If you need a large loan for a major purchase, such 
as a car or home, it pays to shop for the best value. 

First, establish 0^ amount you need to borrow. 
Then, check yourfinandal situation -yourincome and 
expenses - to figure out what you can afford for the 
monthly payment without putting a strain cm your 
finances. 

You might begin to shop for credit with your 
current lending institution or ones recommended by 
family or friends. When \1siting each institution, be 
sure to note the different rat^ and terms available. 

Important attention should be paid to the annual 
percentage rate <APR-the rate charged on an annual 
basis) and the finance charge (the dollar cosi of credit) 
on the loan amount you're contemplating. If you want 
to spread ottt your loan payments over a specified 
period of time, for example, three or fiveyears, have the 
lender calculate what the monthly payments would be. 
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Fw lending instimtkmsolfmng vara 
ask the lender vfhai the payments wmild be if the rate 
increased to the noaximum. Other terms worth investi- 
gating include whether there are any penalties for 
repaying the loan eariy, and the expected turn-around 
time on your loan application. 

Make sure that other tenro of the loan contract are ^ 
acceptable' ywi. Review the loan documents care- 
fully fj^d ask questions about any items you don't 
understand l^fore ycHJ sign. 



Shopping fora tSredit Card 



Just like other loan rates and terms, cmiit card 
rates and features vary. Determining which card is 
right for you dq>ends on how you plan to use your 
credit card. It's helpful to d^ify yourself as om? of 
these three types of credit card holders. 

The Identification User This credit card 
holder generally uses the card for identification in 
cashing checks, making hotel reservations and rating 
cars. &nce this user doesn't carry over payments, the 
annual percentage rate (APR)cha]^ is usually not the 
most important feature in selecting a caid. More im- 
ponant would be the imiversal acceptance of the card 
and the annual fee charged. Annual fees on bank canis 
generally range from a low of $12 up to $25, with a few 
having no annual fe^. 

The 'TMon-Revol ver/* This person pays off the 
balance in fuU when due. For this user, the annual 
percentage rate isn't the most important characteristic. 
Instead, greater attention should be given to the allot* 
ted "grace" period-usuaUyfrom21 to^da>s-between 
the time a bill is sen t ou t and the time interest is charged 
on the balance. Be sure to note other fees charged, such 
as transaction fees, late charges, or owr-Umit charges. 
For many non-revolvers, the amount of the credit limit 
is also a factor, especially if the card is used for business 
or vacation travel. 

The Revolving Credit User. For the credit card 
user who doesn't pay off the monthly balance and 
carries a balance over from month to nwnth, the annual I 
percentage rate (APR) is usually the most important 
factor. Bank cards' APR can vary from 12 percent to 22 
percent, with an average of about 19 percent. Another 
important consideration is how interest is calculated; 



fOTexample, whether payments madeduring the month 
are deducted when figuring the average daily balance. 
Cards also vary by the minimum monthly payment 
required, often calculated as a pm^ntage of the out* 
starKlirig balance. 

In addition to the features listed above, other credit 
card features are available. These include rebates or 
discmmts on purchases made with the card, warranties 
on credit card purchases, the ability to obtain cash on a 
24-hour t^sis by using the card at an ATM, travel 
insuraiKe, travel and reservation services, shoppers' 
guides, and extra cards for family members. 

While nc^ everyone fits neatly into one of these 
three categcmes of credit card holders, a mix of the 
fKtcm listed above may need to be considered when 
choosing the best credit card for you. 



Credit-Bureaus and your CreditiReport 



What do credit bureaus do . . . and what don't they 
do? What kind of information is kept about you? How 
can you fixtd out what's in your credit report? What 
stef^ shcnild be taken to correct information? 

Credit Bureaus* A credit t>ureau is essentially a 
clearing house of personal and financial information 
about youand how you have handled credit. Indi\idual 
lenders provide much of the information about credit 
accounts to the credit bureaus, and in return rely on 
them for data about how loan applicants handle their 
debts. 

Your Credit File and Its Use. Your credit fUe 
will usually contain: personal data, such as your cur- 
nmt and firmer address, marital status, a^, sodal security 
number; your employment history; any irtformation on 
you from public records, such as judgments or bank- 
ruptcy; your credit accounts, including the date each 
was opened, the amount and balance, the stahis of the 
account, your pattern of payment, and the date of the 
last acti\ity on the account; the number of inquiries 
about your credit record, as well as the date and the 
name of the company making the inquiry. 

Information about your use of credit is routinely 
updated and submitted to credit bureaus. Some infor- 
mation, such as defaulting on a loan and declaring 
bankruptcy, may stay on your credit record for up to 7 
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and 10 years, respectively. 

The decision to grant credit is made not by the 
credit tmreau, but by the lender, who use$ the credit 
report and other informatics to determine if you meet 
its standards of "credit>\orthine^." 

If ycHJ are denied credit because of inf<^rmation in 
a credit bur^u rqxnt, under the Fair Credit Reporting 
Act, that fact and the t^me of the credit repwiing 
agency that provided the report must be disclt^ed to 
you. TT^en, within 30 days, you can request a free copy 
of your report from thai credit bureau to find out what 
information caused your application to be r^cted. 

Even if you're never turned down for credit, it's 
useful to review your credit files periodically. CX>tain- 
ing a copy of your report will cost between $8 to $1 5, To 
do so, check in the yellow pages under "credit bureaus 
or "credit reporting agendes," aiKi write requesting a 
copy of your report. 

Lenders who sub5cril>e to the credit bureaus and 
other authorized persons may iiKjuire about your credit 
reaird. However, Federal laws impore criminal pen- 
alties for illegally obtaining individuals' credit infor- 
mation. 

Disputing Information* Most credit bureaus 
provide a short explanation of how to read a credit 
report and what steps to take if you dispute informa- 
tion in your file. 

If you find incorrect information in your credit 
report, you have the right to dispute it. This should be 
done in writing, both to the credit bureau asking them 
to verify the infonr.alioji and to the creditor that sup- 
pl ed i:tlofmation to the credit bureau. 

Even when the creditor and you don't agree, ycni 
Clin have your version of the facts included as part of 
your credit record. 

On occasion/ OTors are found, and correctiOTis are 
madetorvfK>rts that do contain inaccurate data. It's in 
the best interest of credit bureaus to have accurate 
information in their files. That's the service they sell to 
their clients. It's also in your interest to take steps to be 
sure your credit report is up-to^iate and presents an 
accurate picture of how you have handled credit. 



Monitoring CreditCard Use 



Many people n^y find themselves with cred 
pn^lems because tl^ don't always keep track of pui 
chases made with credit cards, and are shocked at th 
amounts they owe when the bills arrive. Here's 
simple ongoing method for keeping track of credit car 
charges: 

□ At the beginning of each month, set the tot- 
amount you can afford for credit card charges. Thi 
total should betheamcnsnt you can responsibly charg 
on all ycHir credit card accounts during that month. 

J Some people use the amount they can pay i 
full when the bills are due. But if you carry over you 
balance, a useful rule of thumb is to set your total « 
what you can comfortably repay in three months c 
less. If your current balances will require six months c 
more to repay, you should consider curtailing you 
credit card use. 

iJ Keep track of your credit spending in thesam 
way you keep a running balance of your checkin 
account: from the monthly charge limit you set, sut 
tract each amount you charge. It's useful to keep a sma ' 
note pad with your checkbook to record your cred: 
purchases immediately and tally your balance. 

□ If you draw that "balance" down to zero, yot 
should stop using your credit cards that month. 



Warning Signs %f Bcbti»robIems 



Most pet^e who use credit handle their debt 
responsibly. Few some, however, debt problems tM) 
occur for a variety of reasons. However, there an 
usually warning signs that signal action needs to bi 
taken now to avoid more serious problents later: 

□ Not loMJWing how much you owe until the 
bills arrive. 

U Making only minimum payments on credit 
cards and other revolving loan accounts. 

Q Juggling bill payments each mcmth. 

□ Using a line of credit on a credit card or 
checking account for regular expenses 
like food or rent. 
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□ Working overtime just to keep up with your 
spending. 

□ Going over your credit limit on credit cards. 

□ Having little or nothing in savings to handle 
unexpected expenses. 

□ Getting calls from creditors requestmg 
payment 

□ Being denied credit because of a n^ative 
credit bureau report. 

J Getting a cr«lit card revoked by the issuer. 

If several of these warning signs apply to you, you 
need to cut back on your use of credit, put yourself on 
a budget, and consider getting some outside help 



Facing lilPinanclal Crisis 



Many factors can prevent families from meeting 
credit obligations, A sudden medical emergency or 
unexpected job layoff can seriously disrupt the most 
stable of budgets. How someone responds to debt 
problems during trying times can have a dirwt impact 
on his or her ability to obtain credit in the future. 
Ignoring debt obligations will only ser\'e to compound 
the problem and hurt a person's chances of getting 
future credit. Here's a Ust of 'dos" and 'don ts * in 
dealing nith debt problems. 

1X3 consider credit a serious obligation and al- 
ways examine your budget carefully before taking on 
more debt. Remember, your total borrowing, not 
countmg your housing allowance, should not exceed 20 
pCTcent of take-home pay. 

DO sit down with a pencil :.nd paper and rev^wk 
your budget at the first sign of prt^blems. Try to find 
areas where you can cut hack, so you can devote more 
of your inconte to paying bills. 

DO contactyourcreditorstolet them know you're 
having problems, if you can t make pa>inents on time. 

DO make arrangements to extend vour repay- 
ment period or, if possible, lower your minimum pay- 
ments, if the monthly amounts are larger than you can 
meet. 



DO try to work with your creditors first if prob- 
lems cKXur. In many cases, they'll offer you other 
options. 

DO contact your local, non-profit Consumer 
Credit Counseling Service if your pn>b}ems ar^ severe 
and you're unable to handle the situation younielf. 

DONTT take on more debt when you re trying to 
get imck cm financial track. 

DON'T hide from yourcreditors if your financial 
problems are serious. 

DON'T be imrealistic in your promises to your 
creditors. 

DON'T consider bankruptcy unless you've ex- 
hausted all other alternatives. Bankruptcy can stay on 
a person's credit record for up to ten years, and it can 
seriously impair your ability to obtain cr^it in the 
fu^Jre. 

Contact the National Foundation for Consumer 
Credit (301) 589-5600 for more infonnation about non- 
profit Consumer Credit Cmmseling Services. 



other straight Talk '^Brochurcs 



"What You Should Know Before Declaring Bank- 
ruptcy," the first brochure in the "Straight Talk" series 
published by AFSA Consumer Credit Education Foun- 
dation, provides consumers with information on per- 
sonal bankruptcy. 

The bankruptcy brochure explains the difference 
between a Chapter 7 and 13 filing, and suggests alter- 
natives to filing for bankruptcy. To obtain your free 
copy, send a self-addressed stamped business size en- 
velope to: AFSA Consumer Credit Education Founda- 
tion, 919 18th St. N.W., Dept. DB, Washington, DC. 
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Punished try the AfSA Cmiiumtr Cwit EduLHtmi foyndntHm, tn 
ciKyptratHirt unth the family Economtoi f^starch CjxyufK US Drp^rt- 
mntt of A^i:u*,fiirc. and the U.S. Ciwumrf Infcnrntum Cfnter. 
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